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b';iving in the National Economy

From the National Income Perspecﬁve

THE Dfise of Business Economies has received frequent
requests for further explanation of the data relating o
personal savi.n.ghwhich are presented iz the national income
tables, and of their relationship to seving and investment a8
2 whole. This nzticle is designed to meet this expressed
need and to point ont =ome of the facts which the=e data
revaal.

For proper understanding it is first necessary to discuss
the meaning and mensurement of total saving or investment
a3 well as of saving in the parte of the economy, and to show
how personal saving fits into this aggregate. Thiz is done
in the firat seclion of the article: consmderation of the sctoal
deia, except in an dlusirative way, is confined to the later
sections.

In the second major part of the article the distribution of
saving and investment among the principal parts of the
economy over the past quarter century and changes in the
amount of total saving are examined, and their relation fo
buziness finctustions and expansion are discussed. In the
finnl section the personni saving doia are analyzed sepa-
raiely with regard both to their composition and their
relationship to cotsumer marketa.

Sgving and investment

In national imcome and product statistics the totsl sav-
ing of the Mation in any cl]:eric-d is the valze of additions to
the Nation's capital stocls., It is thus consistent with the
gimple fact that whatever is produeed in a period aad is not
consured is left over (saved) and added to the copital siock,
For the economy &5 a whole, saving and additions to tha
capital stock (investment) are identical. )

he capitsl stock Implied by the messures of saving and
investment in the Office of Busings Economies data con-
sigts of humanly produced durable capitel goods vwhned by
private business and other private organizations, of
grivnbely owned housing (inclusive of owner-opeupied
wellings) and of business inventories. It also inciudes the
monetary tgaid stock and met cinime of United States resi-
dents on foreipn countries, since these provide tha sbility

to sccure goods and services from formign countries in che .

future,

Hoewever, it does mot include povernmentally owned
atructures, roads, cquipment and inventories, or consnmer

ods {other than houses) owned by individuals,  In a word,
in the measurement of saving and investment all poods
purchosed by governmental vnite snd {exceps for houses
and business property) by individusls ars treated as though
they were consumed ns 5000 02 noguired.
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A principal resson for restriching tha definition of saving
and investment in thiz way is the absence of information on
actusl consumption by, and additions to the cepital stock of,
Governments and individuals. However, since the motiva-
tions and oo uenees of business investment differ sig-
nificantly from Emsa of capital formatzen by Governmentis
and indmduels, the mensures of investment and saving
presented in the income and product statistics are highly
useful for economic annlyss.

Saving and investment different processes

Although aaving and investment for the sconomy a3 &
whole are identical for any pnst period, the processea of
soving and of investment are quite scparate. Saving arises
from the receipt of current meome in exesss of current
expenditures. Investment, s used here, consists of purchas-
ing or censtructing bmldigga, tachinery, houses, or ather
dorable capitel assete, of adding to the inventory holdings
ol o business, or of investing abroad. |

The maotives leading an individual or a firm t0 save are In
iagm'nl gquite differcnt fram those leading to investnent even

ugh the desive {0 nequire nssets included in the capiial
stock 1:;::37_ be ene motive ameng several for saving. For any
single indiridual or firm, and indsed for any group smaller
than all the economic wnits within the economy, saving need
ngt be numeri squal to investment as defined, nor is it
likely t0 be. Govarnmental unts by definition do not inveat
in ren! assets included in the capital stock, but they do save
or dissave by operating with a surplus or deficit. Hence 1t
s quite gible, and indeed necossary, to stndy saving

attorns, behavior and motivations in the economy separately
rom thosa far investment.

It should al=o be understood that not sven for the ecoonomy
8% 4 whole need all the plans of potantial investors Lo invest
in & future pericd and all of the plans of potential savers
to savs in the same future pericd be equal. thay are
not, unplanned saving and investment take ploce (the lntter
mosb sl-.riking]g' in the form of unplaoned changes in in-
ventories) ; and aetusl investment or saving, while equal to
one anobher, mny differ substantially from the amounts
planned or expected at the beginning of the period by the
individuals, firms, and povernmental units nfpf]:‘a country,
The process I(H wﬂmh divergent saving aud investmeant plana
sre reconciled ordinarily invelves chanhges in aggregate
output, incomse, and business sales. Plans of the aconomic
units of the country for the division of their incomes betwesn
gpending and saving, and with respaet to the amount of their
investrent, ara principal forces governing economic fluctna-
tiona and economi¢ growth,
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It should be stressed that statistics for past periods can
mesgure only actual saving and investment; to measure
saving and investment plans or intentions requires s different
kind of information. Nevertbeless, much c¢en often be
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inferred with respect to saving and investment plans from
the historical bebavior of saving and investment when thess
are studied in conjunciion with chonges in production,
mcome and prices.

The Meaning of saving Data |

In 1955 the valua of additions to the capiial steck, rs de-
fined, amonnted to $49.5 billion on o gross basis—that is to
aay, this iz the amount of getual investment, making no de-
duction for the vsing up of fized capital assets. This figure
is tha sum of the gross privete domestic investment snd nat
f-:::ﬂgu investment components of the gross national
product, .

The NL'I"I'DEIAL Ixcone supplement pro?td‘hus 2 brond
breakdown of the corrasponding saving of the economy

T oo bill ’

which may be summarized as fo {io billions of dollars): !
Capifal copstmption AL ances . meamr e m e e e mmmm e oo 2.2
Undistributed sorporabe earmingS. v - eecvem e e 7.9
Ferpons )y BavIng . e 20, 0

Goverpment surpluz or defigit {(—) en inegme and produet
transaoblons . smsssmsss= —B 6

Btatisileal dagrepaney_ ., oo __.__ cmmme-- 1D
Total groes £a¥ Mg _ - .o s memuccdm—memrea

The “statistical discrapancy” line danotes ouly that there
is a numerical difference of $1 billion between gross snv:gﬁ
or investment arrived at as the sur of investment items
03 the sum of the components of saving. Since the source
of the discrepancy is not known, it is equally approprisie to
add i to saving, as iz done here, or to subtract it brom invest-
ment, which would yield » total of §48.5 hillian.

43.5

Difficuley of measuring net investmens

Deduetion from gross investmant or saving of capital con-
semption allowoaces on fived business property and hous-
ing—consisting of deprecintion churges, uccidental damage
{from fire_ storm, atc.) to fived assets includad in the capital
siock, and eapital on ed by business to currant ex-
pense—would yield an implied estimate of $22.3 hillion as
the not investment or saving of the Tnited States sconomy
in 1952, However, in presenting the national income snd
produet statistics the Office of Business Economics does not
feature or even compute such a mosstre of net eapital for-
mation or saving for the country as s whole becanse “book”
deprecigtion charpes are not considered n sabisfaetory mens-
ure of the eurrent vaiue of eapital consumption. )

There are two muoin reasons for this, First, book depreci-
ation on durable-capilal assets 3= valued in tarms of prices at
the time the assels were built or scquired rather than of
Prices in the period to which the deprocintion estimates per-
tain, and hence ie not comparable to the valuation of groas
Dew investment in the same period.? Seecond, book depreci-
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ation is conventionally distribubed over the life of depreciskle
sseets In nccordance with the streight-line formula ov, oc-
casionally, some other formuls, beeause information required
to ¢stablish the actual timing of capital' consumpion is
lacking. Only skeichy infarmation is availabla concerning
even the agtoal life spans of capital goods within which their
botal cost is to be written off.

These points are discussed In the article, “Gaowth of
Business Capital Equipment, 1928-53,” in last month's
Burver. That scurce alse provides, for producers’ durable
ﬁuuda, adjustment factors to derive an alternative series of

apreciation estimates based on reproduction costs. Bot,
s is there pointed out, that ¢{ype of measure too has im-
rtant limitations for the messurement of net capital
ormation, if what is desired iz & measure of the increase in
the ability of the steck of durable cepital goods to contribute
to futura production. The prica indexes utilized fo zdjust
the valustion of depreciation are subjest to the very im-
portant limitation that they cannod takes adequats account
of quality improvement: and, in additiom, the timing prob-
leme remain,

Saving by major groups

In mecordance with business practice, the depreciation
figures utilized by business are, novertheless, accepted in the
national Jncotne statistics in reporting the income of corpo-
rate and noncorporate business firme.  In addition, a depreci-
ation estimate for individually owned houmng end other

roperty is computed by a coraparable procedure in order to
gamre eatimates of the rental income of persons. As s
result, since the saving of any group within the economy can
ba pomputed by deducting from income its currsnt sxpendi-
tures together with other current charges, a breakdown of the
implied net s-n‘nn§ figure among the major groups in the
economy emerges from the etatistics, as shown in the table
jus%gmaanted.
it does not, obricusly, mean that net =aving figures for
the economy are more maeaningiul from the standpoint of
measiring changes in its production potentisl then would be
similor estimates for net investment, since they are the same
ihing. However, tha divigion based upon accounting records
of gross income batween capital eonsumption allowanees and
neot income, and of gross seving batween sapital consumption
sllowences and net saving, is of interest from another stand-
oint—that of analyzing the eources of lavestinent funds.

e the extent that businees detisions sre based npon profits
computed by use of book depreciation, such data are also
relevani 1o considerstion of businese decisions with respest
to mnvastiend, dividend, and other policies, a3 well as to tax
determimations. i

For many purposes grosy saving estimates may be pre-
ferred, howerar, even though gross saving and investment arve
themselves not without a range of ambigutty since the dividing
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line batween now fixed capital investment, on the one hand,
and current expenditures for maintenance aind repair, on the
other, is not a precise vne.

Dets which permit gross saving, too, to be broken down
among corporntions, governmental units, and persons and
noncorporete business combined are available. The resnlting
datg for 1952 sro as follows (in billione of dollars):

Capitai
rods ] MNel
Serler iR ailew mees racing

Coyparatlons o 2.7 18. & .9
Pergons and noncorporate business. . 33 4 13 4 20
cGovernmento .o oo - B —§. &
Statistienl disrapaney ..o oooo- 1 Lo
Total, ___ . e .. 4ok 2T. 2 228

Derivation of thiz breakdown requires that capital con-
sumption allowanees be added back to the net saving fisuras
for the two private proups. Capitsl consumption allowances
oh property owoed by persens and noncorporate business
ean be obtained from tos NaTIONAL [MCOME suppisment;
subtraction of this itemn from total capital cobsum
tion allowances provides ao estimate for corporations.! No
atitry for Government property is required sines such prop-
erty is ot counted in gross capital formation.

Total saving and personal saving

In an vltimate sense, of course, all saving may he viewad
as being made by or in behalf of individvals and for their
benefit, and in this sense individual seving cen be considersd
to ba the same as the saving of the economy as a whola,
Howaver, the comsidevations determining the volnme of
saving or dissaving by Governments or eorporations in any
time pericd may differ sufficiently from those conirolling the
saving of individvals, as well as from one another, to make
& braakdown necessary for anelysis of fastors which deter-
ming the amount of saving. The breakdown has also a grest
influence pn changes in the amount and typs of
assete and liabilities, a2 well a5 those of corporations and
Government.

It will be noted that whersas the term “personal saving®
was used in the previouvs table, in which personal mvinmns
confined $o net saving, the transition to 5 gross saving basis,
which invelves adding back depreciation on noncorporate
business property as well as an individually owned housing,
makes it necessary to refer to “persons and nsncorporabe
business, ™ . .

Actually, both the gross and net saving estimates comprise
all privats noncorporate saving. However, in the natlonal
ineome statistics the net ineome of nnincorporated business
enterprises is considered to be received direcdy by their
owners, and is thersfore included in muﬂ ncome. Thie
menns thai, formally, urizcorparnted entarprizes as euch ean
bave no net saving—just as corporate zaving would be zerg
if the dividend payments of ¢t;ljjlrmmtiﬂns wars always equal
to their net earnings.  Hence, all nat saving by proprietors of
unineorporated firms is personal saving.

It bas sometimes been sugpestad that the saving of propris-
tors of unincorporated business should be divided hetween
”garanmﬁ” and "busmess’’ saving,  Actually there is avail-
obla no suitable slternative to the convention followsd, since
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most propristors of anineorpornted buszinesses de not dis-
tinguish between their saving in a business and personal ca-
pacity nor have they occasion to de sot Depremation
charges, on the other hand, ordinerily ace computed by non-
corporate firms, and national income statistics recognize them
a5 & business deduction in the computation of net income.

Measurement of saving by groups

While the definition of the total saving of the economy is
established by the definition of the eupital stock, the division
of saving shown in the table requives certain additicnal de-
gigivns. To make clear their charascter pnd importancs re-
quires a hrief statement of the ways in which saving is 0T con
be derived for the parts of the aconomy.

In the naticnel income data, the saving of each of the do-
mestic sactors is equal to its current incoms less enrrent ex-
penditures which are treated as copsumption {i. ., personal
consumption enditures and Government pum&.%a of
goods and serviees) and less itz transfers of inpome to other
sectors. This is so with respoct both o the definition of
saring and its statistical measurament.

The reason that the total of saving obtained in this way
must aqual total investment requires explsnation, and the
following perhaps most closely follows the definition [ust
given. Explanation is facilitated if tha term “Lransfers™ is
construed broadly for o moment, and thought of s consizt-
ing of two types. :

The frst type—the only one zelevant to the preceding
definition—eonsists of transfers of the income of one spetor
of the economy t¢ another sectar. This group comprises
persenal tax snd nontax poyments to Government, corporate

rofits tax linbility, tranefer payments nod inserest paid hy
vernment, Government subsidies to business (less the
current surptus of Governmen{ entarprises), and corporats
dividend payments. Thess payments necessarily appear
hoth as income to the recipient and as o transfer from the
income of the paysr. Hence, in s ssnse they introduse
duplication of income if the incomes of the threa sectors nre
added up, but—inasmuch as transfers of income are deducied
in ml'rhiimg ot th:.? i;ving of thaf::ltijyer—they do nnténﬁecg b{}m
total of saving if the saving of the thres gron erive
the method stated nbov::rif oombined. o T y

The second group of transsctions which may perhape be
thoughs of as “transfers” includes indirect business tax and
nontax liability, econtributions for social insursnce, and
business transfer payments to the personal sector {such az
corporate gifts to nonprofic organizations), These must
be distinguished from the firat type because they are deducted
bafore the ineoma of the payer is eomputed, and henee their
inclusion in the income of the recipient does not introduce
duplication in the cornbined income of the three parts of
the —nor, of ¢ourge, in the saving total Sinee
they do not mvolve payments from the income, rs measured,
oiﬂ any group, they sre oot relevant to tha definition provided
above.

The key {act in the explansiion sought for the identicy of
aggregate saving and iovestment is this. If the incomes of
persons, corporations, snd Government are added, and the
transfers of income from ona sector to anothex—the first type
of transfer—are deducted &s I8 done in the derivation of
saving, the result is identical with the nst nstional product
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axcept, #s discussed earlier, for the statistical discrepancy.
This is shown for 1953 by the following tabie. (The minor
item, “excazs of wapa aceruals over disbursements " muat be
ineluded in the income totsl sinee it in effect mvolves, when
pasitive, ineome which is omitted from both the income of
tha amp’lﬂyar and personsl ineome. In 10563 it was negafive
so thas, actaally, removal of a slight dupHeation is invelved.}
Dala sxe shown hers in millions of dollars in order to facilitate
direnst comparison with the statistiss sy reporied in the
Natiomat Incons mapplement,

Toaial (dupficated) income of (he seetors, . _ . __ ... 420, 356
Parsonal ln-:]nme:“_..-_._ ............... vema ZEG, 066
Co ate profite Bad inventory  raluab
justnoent.. ... S S SB, 456
Government reoeiptE . e w cereameme . 05, S0
Exeotn of wags atertials over disbursernents____ -T8
Legy: Tranafers from ingsms belween sgsiorg.. - 23,772
Porssnal fax and nondar payments_ ... ..... 35 587
Corporsie profits tax fiability e e nae v aer - oas 21, 144
Government tratnsfer a:ymnnts _____________ 12, TBG
Net interest paid by Qovernmenst_ .. ____ &,
Subaldies minus sucrent surplus of Geverniosnt 620
e e . e cmemec—mmme . -
DHvidend®_ ... e iieiiieeiceocamamas B 3B
Plus: Stadstical diecrepancy in natisnal acconnis. 1,847
Eqoelzs: Net national prodest .. ... ____. 237, €31

The net national product represants the sum of axpendi-
tures freated as consumption nod of (ne6) investment, whila
the total ineome of the seetors Jess thetr transfers of income is
the sum of expenditures trested e consurapiion and of (pet)
saving. Henoce it is appavent from the identity of net nacionai
product and total income less transfers that the procedurs
followed to derive saving in each sector must yield a saving
total which is identical with chat for investment.

The foregeing discussion has besn, for tonvenience, in
terms of nat eaving and investment bat it is apparent that
the measurement, of income, saving, and investment befora
dedustion of capital conzumpiion ailowanees would Lead to
the same conclusion with respect to the identity of the
measires of gross saving and nvestmens.

Measurement from asseis and liabilities

Bavmg in each group might also be messured in another
w3y, which it i useful to spell out since it further ins tha
meaning of the data. This would be to sam the valves of (1)
additions ts the real domestic assetz owned by the sector
which are included in the capital stock; (2) inereases in debis
due from the other sectors (including cash and deposiis,
congidered in this formulation as dsbts of Government or
the banks) less increases in debi to the other sactors; (3}
transfers of equity funds to other sectors less transfors of
aquity funds from other sactors; and {4) purchases of land
and used durable capital assets _fmm other sectors less sales
of such negets to other sectors {in order to offset changes in

cial assets and liabilities arising from such transactions).

This method is presently followed m the national income
statistica nﬁ to devive an slternative estimote of personal
saving (whick is disewssed letex) but it is boped that a com-
prehensive set of estimates of this type con
the futura,

1t is clenr that, if this method is to give the correct saving
total for the economy as & whole as previously established

developed in

I required for
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by the definition of e3 in the capital stock, componenta
{2), (2); and {4} must wholly cancel out smong the sectors
Wi 8 sole exception that changes in the monetary gold
stoclz, the increase in net claims on foreign countries, and the
net outflow of aquity capital abroad, will be laft over, In
other words, the som of item 1 for sl the sactors must equal
domestic capital formation and the sum of items 2, 3, and 4
for all the sectors must equal net foreigm investiment.

Timing problems

If the sum of the saving estimates for sach of the three
groups in the aconomy, measured as income lexs consumption
angd tranafers of income to other sranps, iz to.equal the tofal
saving of the economy as esteblished by the definition of
additions to the capitel stock, it is necessary that every
current transnction be entered on the same date as o receipt
for the recipient nnd an expenditura by the payer.  Similarly,
if the asset-linbility approach is followed, 1t 15 obvious that
every loan {ronsaction must appesr 48 2 debt on the books of
the borrower and an 2sset on the books of the creditor on the
snme date, and that the timing of transfers of equity funds
muet be similarly consistent on the books of both partias to
the transaction. Finuelly, i the same saving total is to be
derived for earh of the seetors by this method a3 by the
ineome-expenditures method, the timing of these changes in
assets ‘apd lisbilities raust be consistent with the ¢inung of
related Income and expenditure transactions.

Aciual accounta kapi do not always coincide in these ways,
angd when they do not they muat be made consistent ﬁa
aational income statisties.  Obviously, there is A choles a8 to
which vecords to adjust, and the cholee mode affects the
epving estirnate in & given period for each sector involved—
although not, of course, for the econemy as 2 whole,

The corperaie income tax is sn important exampla of such
inconsistency in reporting as betwsan payar snd recipient.
In computing their nat income after tax for a year, corpora-
tions' ordinavily deduct their liability for corporste income
tax on thet year's earningz, wherens the Federsl budget
shows s 8 receipt nctual tax collactions, based on prior year
esrmings, which may be quite different. The Office of
Business Economics, in compiling the series for Government
receipts which enter into the derivation of the “surplus on
income and product aceount”, substitutes for tax collections
the tax Tiability as ecarried in the sorporate soeotnts.

If saving estimates were derived by she alternative meihod
of computimg changes in nsects apd linbilities, it would be
necessary, in order to arrive at the corpornie and Govern-
ment saving totals provided in the netional income statistics,
to consider o change in the velue of such faxes peerued but
unpmld &% o chengas in the debt of corporetions to Govern-
menk.

If the alternative of making the corporats sccounts con-
sistent with those of Governments by counting such tazes on
o payments basia wera followed, sorpornte saving and the
Government defisit would each bo neariy §1 hillion amaller
in 1953, In many years the difference would be in the
opzomta direction,

sinnilar gdiistmmt of reported Government receipts is
indirect business oxes and Ilt:-la:,rmli taxes, which

are also treated on an accrusl hesis, addition, because
business firms act &8 an intermediary in the coliection of
withhelding taxes, there is a Jag ranging up to several months
(and varying from time to time) Defwean the date such taxes
are actually paid by the employee and that on which they
are Tecelvad E‘;gavemmental unita. This lag slzo requires

5 Thix it dans for sorpozatiots in Dflea of Busnees Botnvies dats on “Baoress and Uses
of Gerporate Fundse', Trw “Foeles] ficome mx linb/Hitkeat in the tnbla w 5of
Evever oF OUREENT BUaiWes, Seotember 1954, provides soch data for nonAnanant sorporm-
tlooe foe the years 1844 to JOR.
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adjustment of Government recaipta to achieve consistency
with the accounts for the individun! tax payer®

A somewhat different exemple concerns credit sales. These
are considered 10 involve arecsipt to the seller and an expend-
iture by the buyer at the time the sale is wade, not st the
time paytoent is made. I, as has sometimes been ted,
the alternative procedura of counting actual ouilays by the
purchaser rather than purchnses were to be followed, per-
gonal zaving in 1983 would be nearly %3 billion larger
corporate saving nearly %3 hillion smaller with respect to

Table 1. —Illustraiive Tobiv of the Bolance of Elmring and Invest-
ment in 1953 '

[BElgne of doTRaEsT

_ 14, -4 :
el
B 8§ #g g8
5 | = E 2 ] E
= a )
E s | & g LN
Corporations_ _____.____ ar. 1] 15. 3 13 L7 I3 8 T =G4

FPeramis and poneotporats

bOSIneEE e eee o[ B3] 12 Y 10.09) 35 4 13 4] 200 B 1
GoVETTIDEN e e e m SRR R R -8 B [—0 B—4 8
Best of the world. ... Lo =L ____ U T 16
Statistical diserepaney_ .|| - J.o-- Lol ____ L0 Lg

Todat for the eton-

mY...

mmemmuoaa) &5 27.2( 22 8 49, 5 z?.z[ zz,ai 0

Spuroe: T, 3, Dypartmgbl of Cammeres, Gifee of Busines Baansmise

consumer poods (other than houses) purchased from eor-
porations, alona”

As these examples may suggest, the approach in determin-
ing the timing to be followed in recording current transaetions
involving business enterprises has geverally been to accept
business tice, and to constrost ascounts in which trans-
Lotions 01 buziness with goverimenis and individuals eonform
to that practice.

Classification of borderiine cases

The division of saving among corporations, Govarnmen,
and persons snd nunmrﬁmte business alsc requires deci-
sions 65 to where cevtain borderline cases are to be classified.
Thus the current surplus of governmentaliy-operated soeizl
insurance funds is counted as Government saving, although
it is sometimes ested that it be counted as personal
gaving. These funds receive emplover andfor employes
contributions together with income from investments and
disburse mainly old age, survivors, sickmess, death, and
unemployment benefits t¢ covered persons and their bene-
ficiaries. The slternative of claszmfying the surplus of their
receipts over their expenditures as personal saving would
raise nal saving and lower Government saving {incrense
the deficit of Governments} by $3.5 billion in 1053, Takle
10 of tha NaTronar IncodE supplement E‘ovides dais which

it this adjustment to be made for other years if desired.
ghe surplus of Government enterprizes is nlso included with
Government (rather than corporate) saving.

% Porsomal income e org cluked dn 11 it booul oocounds ob che tne they ms Ei@ by
ndir duads (or withhell.from veir syiogst—ob, Jlke carporats Lages, dn bbe ol
Tinbdplty pmﬁulul ApEmEAL frTremL Dk,

T Bea e 13, Tueradn B debd mot elaewhepe shesiled™, mmt}rm ol1oTypen In ConAET
dualrlg bo parperots buslmos, InCabbe 0 of the 2 ATLON AL INCOME sapplomant,
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Corporate saving covers all privats corporations organized
for prrgﬁt.. Thuaugt.his up encomposses fomily-controlled
firms for which the division between snving by the firm and
saving by the family may be little more meaningful than in
the case of proprieiorships, since the same individual is

} & saving nnd spending devisions for both, and he
may be able fairly readily to transfer asseta between cor-
oration and famuly holdings. On the other hand, savin
¥ orgonizations not orgamzed for profit, ineluding mutu
financial institutions, is included with personel rather than
corporate saving, even though in certain decizions qunt,mllmg
saving—such as that of o saving and loan assoeintion to od
to its reserves rather than incremse its dividend raie—the
abi]il:g of the individual shareholder to influence the decision
maYy e no prester than that of the individosl small stoek-
holder to influence the dividend policy of a large Thtion.
Such borderline cases, which are present in any classification,
should be kept in mind in interpreting the saving data for

the separake groups.

Investment by sectors

The national insome tables permit s breakdown of inveat-
ment which parallels that for saving. The NaTrowar
Iucoms supplement furnishes an ezfimate of domestig
nvestment by persons and neneorporate business in baild-
ings, equipment, nnd business invenitories® Deduction of
this amount from total gross domestic investment yrelds an
astimate of gross domestic investment by corporations.
Capital consumption allowances requi to move W &
tinet” invastment figure are the same as in the cuse of ravin
although, for the ressons stafed esrlier, such r comput
boukkae]?mgh“net- investment'' fgure s of little nee in analy-
gis, It 15 showe In the present context only in order to
indicnte definitional relationships. )

Since domestic nvestment in the national income statistiss
iz confined to private eapital formntion, chere is ne invest-
ment: watry for Government. The remainmg investment
eniry, net forsign investment, mensures the net change,
ariging from curvent international trinsactions, in the inter-
national assets and lisbilities held by the Netion as a whele.
Net foreign investment is not alioested among the domestic
%%r‘:tﬂrdﬂnb“ iz classified as ihvestment in the “Rest of the

orld.

Tha resulting investment E%gur@s ore shown in the first
three colummns of table 1, aod aligned +with thosa already
derived for saviag,

Sector differences in saving and investment

Estimntes of this type permit o comparisen of the savinge
nid investment, as degbd, done by each of the major seg-
mants ¢f the ceonomy,

It iz immediately apparent from the table that while saving
and investment ars identical for the coonomy as & whole this
is not the ease for the separate groups within the economy—
just as it obviouzly is not for & single individeal, frm, or
governmental unit. The difference between saving snd in-
vestment i3 shown for sach greup in the fast colomn of the
table. These differances are, of sourse, the same on cither &
gross or & net basis.  For the economy sz 4 whole they neces-
sarily belance oud to soro, provided the stetistics] disersp-
aney in the national acsounts is included.

Effect of investment definition upon the data

The difference between saving and investment in each see-
tor us shown in the final column of tabls 1 represents changes
in its financiel assets and lisbilities (plue nob aequisitions of

A, ‘The cetimate |3 Che aum of Jinee 15, 15, 20, 21, 26, 27, qod 25 In abic {.
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land} —that 8 to say, it is equivalent {o the sum of compo-
nentz (2} throvgh (4) of saving in the alternative saving
definition provided above. Consequenily, while affected by
decisions adopted with respect to the classification of the
eoonomy and the timing of transactions, thesa dats are not
dependent upoen any particular definition of domestic capital
formation; they would not be affected by hrondening or nar-
rowing the scope of the items included in the eapital stocl,
nor by changes in the rmethed of valuing cepital consumnpticon
or the change in bueiness inventories, so long as chenges
were consistenily adopted throughout the nationsl income
statisties.® Such differences in procedure would either affect
gross =avTing and prosa investment squslly, or else would
mvolve & different division of gross saving and investment

% Tho woloolbon 4l $he -uhtugﬁqin barcinges invontarios in Lha nationnd (roome stabist s is
A in uﬁ NATIOMAL INCOME m?lwmt avl In Jntnes P, Daly, “"LIFD Ine
ventorkes and Matisnal Innome A coountheg, ' SUEYET oFf QORRINY BHREKEM, May 1406,
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between capital consumption allowanees and net saving and
inveztment,

As praviously noted, however, these decisions do affect the
ross and net saving and investment figures in the tabla. The
most important peints which should ba kept in mind in their
interpretation are probably the excluzion of government
property gonsumer durable goods, and the use of bask
depreciation. Inelusion of government and conswmer durable
assets would raise gross saving and investment in the Govern-
ment and noncorporate sectors, and alse net =aving and in-
yestment =0 long as the stock of sueh assets is being increased.
The use of book depreciation, generally based on historical
cost (and the straight line methed) tends througheut the
postwar period to yield higher figures for net saving and in-
vesttnent in the corporate and personsl sectors thao would

the use of replacement: cost,

The Pattern of Saving in the Past Quarter Century

A convenient framework to place in perspective investment
and the saving which {inanced it is afiorded by table 2, pro-
vided the characteristics of the data which have just bean
dizcuszed are kept in mind. Ik order to focus upon typical
pattarns rather than thoss of b single year, duta have hean
cumulated for the prewsr period covered by tha estimates,
for the war years, and for the post-World War II years as wail
as for the entire 25-yenr period.

Aside from the time periods, the table is similar to table 1
axeept for fwo modifications. Firsd, figures for net invest-
ment, which were included in teble 1 only for Hlustration,
have been omitied, Second, the Government surplus or
defieit hae beon divided botween the surples of zocial insur-
ance funds and the surplus or deficié of guvernments arisin
frorn other government o tion=, sinca this division s o
some interegt. A further division between Federal and other
government operations is provided in the NaTionan IncoMe
supplement and will be referred fo in the text.

Postwar saving and investment

The distribution of swiuﬁ and investment among the parts
of the sconomy dwring the postwar period may be con-
cangidered first. In this peried orations neeounted for
slighitly more shan half of the gross investment, two-fifths of
gro2e saving, half the total of capital consumption allowances,
and one-third of nat asving.

Persons and noncorpomte business accounted for not far
from bolf of tota) gross investment. Their grozss and et
=1 ond eapital consumption sllowoanees each represented
sligh ﬂwer half of the correspending totals for the economy
1z a whole,

he government surplus on income and product nccount
represented 8 percent of the gross saving and 14 percent of
the net saving of the economy in this poriod. Foreign in-
vestment comprised 4 percent of total gross investment and,
of course, o somewhat larger proportion of net investment.

Oune of the more interesting features of table 2 is the extent
to which gross saving approached a balance with gross in-
Tesiment witkin sach of the two private domestio sectors.
Thus, on & conselidated basis, gross corporste investment in
conslruction, equipment, and inventories wos financed to the
extent of almost 78 percent from internnl sources—43 per-

cent by ¢apital consumption allowances and 36 percent b
undistributed corporate earnings. Only 22 parcent reguire
drawing upon the saving of other sectors; thiz amount is
squivalent, in the nsual sources aud uses of funds statement,
to the excess of funds ohtainad from exiernal sourees over
other vaea of fupds (increqses in finaneinl assets and land

tisition} 10

viss investment in the plant, equipment, and inventories
of {farm and nonfarm business, in houses, and in construction
by nonprofit orginizations absorbed 87 pereent of the groes
saving by persops and unincorporated business, Dnl%rm 13
percent of groes saving (or sbout ope-fifth of net saving)
repracented the excess of additions to the financial sasets of
E;mona and nonecorporate business over additions to their
iahilities to the other seotors of the economy.

It will be understood, of course, that these statements
apply only to each sector a5 a whole an & consolidated basis.
The individyals or firms contributing the saving were not
necessurily the same as those m the investment. A
porticular corporation {or individual) can tep saving by
shother corporation (or individuel} only by borrewing or tha
transfer of equity funds, se that from iis standpoint such
gaving is just as xmich en externs] source as seving by a
diiforent sector.

For ecorporations, howevsr, the correspondence betweer
saver and investor was probably suficiens jor the availability
of funda from internal sources, as such, to have had rome
effect upon the amount of corporate investment and, con-
versely, for the size of corporate requirements for mvestmant
fomds to have influenced the amouns of dividand payments,
ond hence of corporste saving. Among individuals, how-
over, there probably was relatively little correspondence
hetween savers and mvestors even for the period as o whola,
and even less for shorter periods. Hence, there can have
been but little direct caussl relationship between the amounts
of nonearporote investment and of nonesrporate saving.

19, Diatas Ror eorimwmtbome shown o tabla 2 differ from coored dnta ghown 1o tha
“Spyress and Tiaxs of Corpomts Funds™ tabbe on B L of Liv 18 BLRYEY In
Savarl FOFpeeky, of wikel Ll meor: itdportont are (1) rentories and undisorlboled poofits
ek Ued INTOREONY valddbon Sktnent; (Z) groks Invegumankt And ol ood i plicy
allrrances & il oaERES 10 currnd DeponBo; 3] ke a0 EuRer Ot
pamiea arg bl ; arul [4) ived vepmont catloples wore danivod, by e arosedurs do-

m&mwml fiipd inwostovent menewed o khe grees Godhonat pred-
bratlon be mtdons W o portden of tive plont and equipment
tha OBE~- ETT S

S, Ingiaad o by oo o
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The net flows of funds smong the paria of the economy are
alzo of interest.  In the S years of the posiwar period invest-
ment by corporations in plant, equipment, and inveniories
euceptlad their saving by $41 billion. MNet investment
abroad amounted to $12 billien. Corresponding to this

‘Table 2.—Saving and Divestmaent by Sectoes
[BHloos of dellars)

a a7ng
iveat. I5veat-
ment meat
Corporations. . .o .. _._. BT 46 M| —8 - 13
Yargonz and honeorporate bsinesz | 54 a5 4% a7 as
Governmenb .. ____ ..., =30 ..., — — 2
Sociel ingurance B . _eee .| oo B |______ 9 L
Otber .. PR - I -0 —8B
Fost of the world.. oo oo oo 2 R I I -7
Fiatistioal discrepancyo-oorer---|icamaa| B [cmanaa ¢ &
Tatal for tha coonomy____| 115 | 118 1oz 1% 1)
245
Corpovations___________________ 17 g2 25 1% 25
Pormune and nongorporate buginass | 16 | 147 a1 ] 128 131
Chovernment. . ews oo |—1BT | —167 | — 1467
Bopdal inguranes fonds, .. .-y oL, 16 | ._. 18 1d
LT TE) AR Sprp N —18% |aa.aa_ —133 | —1238
Iteat of the worlde e eeee e e ee- s el T TSR (T [ i
Statistieal diserepaney_-___ ... _____ 3 P B 5
Total for ihe exonomy.-.. 27 T 6| —19 (1]
14852
Corpoeadions, ... .. 181 | 140 73 a3 — 41
Ferzons snd poncorporate business.| 15% | 188 B 102 b
Covarnment_ . . e 27 |- 27 bry
Social ingurenes funds U L B R il i
LI 11T e LI U Q. 0
Heat of the world. ... 12 |eemme | mmmmafemm e -1z
Statiatieal diserepatoy. . _|._____ .3 3
Tatal for the aconomy____| 353 | 353 ST | 1%5 L1
132553
OBA_ . mas_amca=aaa 200 222 156 72| =
Wemmnd nonezporabe busihess | 229 | 416 [ 149 ] 266 187
GOV eI SN o mmaammaa e =160 | — 180 | — 380
dooial ingurasnes funds. .. .- -- - L R 51 51
Mhar_ o iiiafinmenn -212 .- —-212 | =212
Best of the werlde oo cee e 13 |o e e —13
Btatistical disorepstity acaeemmeafeacess| 14 oo, 14 14
Todn) for the economy... .| 495 | 438 245 152 1)

, oot ghown in

atd oo fiir
I ore—Eatlgrt e of noncorpomnte Investmeng e fac e in

HATHINAL INCOME Ty prepirsd by mytwds almilne b t
%r YEME, i0 ofder to complotn $his bl

Spures: V. B, Depwriment of Commarer, DS of Businey Eoonem .

$53 billion was an axcess of saving over investment elsewhere
in the esonomy, This was provided (aside from the 53
billion unsecounted for as o result of the statistical discrep-
ancy) to the extent of $28 hillion by &emons and noncorporate
business and soms $27 billion b vernment. ‘The iaster
amount was dlmost wholly in the form of social insurance
fund surpluses, a2 the receipts and expenditures on incoma
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and product account of governments were otherwise in
balence for the pFe.riod aa & wholo. Almost the entire surplus
oecurTed in the Feders) component.

Insofar as the private domestic groups are concerned, the
pattern is falrly typiecl—invastment by corporabions as o
whole normally exceeds theirsaving while an excess of savin
over investment is usnal in the noncorporate gector, althoug
there hawe been exceptions to both. s position of govern-
rmenis, on the other hand, has varied widely and frequently
batween » surpln: and deficit position, and net foreign in-
wostment has alse fuetuated frequently betweosn poritive
and Degakive BMOWLLs. ’

Prewar and wartime patterns

The postwar pattern may be comparsd with thosa hefore
and during Warld Way II. The major characteristics of
the 1925-41 tﬁ&l‘iﬁd wera the low volume of investment
aszociated with the depression of tha thirties, and the pres-
ence of substantinl Government deficits incurred as o result
of redveed tax yields snd the affort to stimulats seonomie
netivity by Government expenditures,  Copital sonsomption
gllowaaces almost mntched gross investment in both the
corporate end noncorporate nrens. The total net saving
of the economy, as measuvred, was small; in & of the 13 years
it was actuslly negative. Net ‘personal saving, itsell small,
gerved in levge part to offset dissaving by Government and
corporations rather then to finnnce investment in excess of
m;ilht&l consurgpiion allowsnces. .

2 war period pattern was sirikingly different from the
clear the ehorp dis-

peacelime periods, and makes especial
e total saving of thae

tincticn between personal saving and
BT,

With the heavy demands placed upor available rescurces
Ly the wnr, little was svailable for private investment.
Cutput of consumer goods could not advance to keep pace
with the shorp rise in consumer income causzed by war
production, sud price increases were restrained by controls.

ite shaep advances in taxes, the combined (Govern-
ment defieit on incoms and praduet sepount smonnted in 4
yonrs to $167 billion. For the Fedaral Government alone it
camea to §177 billion, but State and leesl governments, with
their financial pesition influenced cnnl:rm{wi.se by the same
forces as the private economy, hed & $10 hillion s,
Inder these circumstances, gross investment fell below
capital consumption allowaness, and the nat saving of the
economy a8 & whole was negative'* Private net saving,
however, was enormons, soming to $126 billion for persons
and $18 billion for eorporations. With espital consumption
allowances exceeding gross investment, excess of their
saving over their investment was in each cose still larger. In
addition net foreign investment turned negnkive as forej
?ountnaa, OHF to m?thgr Mhttiilﬂ'ﬂmatﬁit 0 goudb s available
or commarcial im ot the Uni tixtes, built np their
dollar halances. P ’ pth _

Tha mechanisms hj}}w}:ich private saving was made svail-
able to finanee the Federal deficit were diverse, Federnl
bodds were sold directly to individuals and nonfinaneizl
eorporatiohs.  Private dabts to finaneinl instibntions wers
paid off and replaced by Government loans. The proseeds
of bank loans to the Government, based on credit nsion,
when spent added to the liguid asset holdings of individuals
and businessss,
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feF el i e g
s reeedid

£ Poderat Goweimment ower thig

wai Mysh smallor thin
produrt soanink ch
oo beany

catts (1 fltire wag a hcradds In

]
raduckive Bacittice of 8 srmeer horlly Ananced by Rrvote means.  S005 of e ¥ED

Ip il i ia private prodiontion.



Fonuary 1935

The effect of this wartime experisnce upon the stroctorve of
asset holdings and cleims in the economy was enormous, and
jn some respects brought about tha larpest changes that oc-
curred during the past quarter sentury. This will be illus-
trated for the parsonal sector by a table to be presented Jater;
at this point I the dispossion, o comparieon of the dats in
table 2 for the 4 years of World War II with the totals for
the eptire 25-vear period 13 instruckive.

Of the 2i-yenr toinl of personal saving, 46 percent cama
during the 4 war yesrs. Of the excess of saviDg over invest-
ment ir the persopal and moncorporate area—representing
additions to finaneial assets in expess of additions to debt to
tha other sectors—the war years were responsibla for fully 70

proatt.
P For gorporations, the war yvears coptributed 25 & of
the pet saving for the entire period. They canceled almost
half of the exesss of investment over saving acorving in the
other 21 years of the period—with a corresponding Impact
upon corporate financisl assets and dehb.

Gross Saving and Investment in the
Postwar Period, 1946-53
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The 5167 billion Governmen t deficit pn inoome and produot
sccount for the war years compares with $160 billion for the
period as s whole.

Relation of seving and investment to GNP

Btudies by private investigators, particularly Simon
Ruznatg nmf B?armnnd Go]dEith, ha?va imi‘.im?eﬂ that,
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aszida from cyclical Auctuations and war periods, total invest-
ment and saving have comprised a rather Btal_:ﬁe proportion
of gross nationsl product ovar s long period of time X
Cyelicelly, the ratio of total ipvestent sxd saving to gross
national product has risen in prosperous yeurs and declined
in recession yeare, since investment has fluctvuated much
more widely than consumption. Indeed, It is well accepted
that the changing intensity of investment demand—war
periods nsid in tha past been a prime cause of such
variations in the doller valus of the gross netional product.
Over most of the period covered by these investigations
the ssope of Glovernment operations in the economy, and In
ticular the size of the combined Government us Or
eficit, were small except in wartime. Hence earlier ex-
perience was consistent with siable relafionships hetween
gross national produet and both (1) total gross savioe oF in-
veatment and (2] &8 private saving (the sum of gross
saving by corporntionz and by pereonz and noncorporate
business), Gross private saving, it is important to pote, is
equal to gross mvestment plus & Government defisit on in-
coma or proadoet aceonnt, or mings 8 Government surplus.
In the mora recent periad, with the enlarged =cope of
Government activity, wide fluctuations in Government
spending in responsa to changing defense and other require-
mernts, and heavy reliance upon sensitive (Rovernment reve-
nue sources, Grovernivent surpluses and deficita have {re-
gquantly been large and have fluctusted widely from vesr to
year. Under these sonditions the movement of tofal gross
Investment or savihg has no longer cotresponded closely to

that of grosz privata saving, and it iz of interest to examine
the relationship of each to changes in the value of total
production.

Om the accompanying chart the sofld line shows the ratio
of gross private saving fo pross national product from 1929
through 1953 and the dotted live the ratio of gross saving to

ross pational product. The difference betwesn the two 12

& +ra.l:ia:- of Government sm-plus or defieit {(and the
statistical discrepancy} to gross national produck.

Ezaminetion of the gross private saving ratio shows, aside
from sharp movements during World War [T and its imma-
dinte eftermath, that it (1) elosely followed busziness Auctu-
stions during the decade of the thirties, falling when the

B mational product was reduced snd rizing as netivié
increased; end c{E} most_interestingly, was highly stable
during the period of sustained postwar prosperity from 1348
through 1953 at o rate about the same a3 in 1920, or ahont 15
percent of groaa national product. The downward movement
i the very moderate yecession of 1348 was small and pre-

Iiminsry data euggest that any chenge in 1954 was also
elight:

In general, the serics corresponds well to the expectation
derived from longer-run experience of stebility of the ratic
48 nMong prosperous years, and of positive association with
cyclical chanpes in gross notiongl product.tt  This means, of
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course, that as between two prosperous years, gross private
saving and pross nationnl produst have tended to change in
the sime proportion, wheress during major cyelical ncove-
ments, percentage changes in gross private saving have been
muych 1ﬂrger than those In groes national product.

The ratic of total gross saving (or gross investment) to
gross hutional product alse followed the business cycle closely
in, the browar years, although tha axact pottern was somewhnt

Gross Private Saving and Total
Gross Saving as a Percentage of
Gross National Product

PERCENT
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different, and the avorage ratio for the posiwar period wos
not very differsat from that in the last predspression year
of 1920, ‘Within the posiwar period, however, swings in the
ratio, not associated with cyelical changes, were rather wide,
including & reduction from 17.4 pereent in 1951 10 13.6
percent In 1953 (a difference equivalent to $14 billion of
gross investmend at the 1953 levol of gross national product).

It is mot surpriging that in this period the ratio j= more
stable when the Government surpius is added te investinent.
Thiz fact is consistant with the common o tion that to
8 degree an incresse in & Government deficit on income and
produck necount, or & reduction in & surplus, exerts ab ax-
pansionary influenrce upon the dollar valus of aross national
product somewhat similar in character to that of an iReresse
in investment, zince both add to private income—without,
in genoral, adding correspondingly to the supply of goods
and services available for private consumption.

There ts, of ¢omwrse, no implication from the stability of
the private Mﬁn%l (or investment-plus-Government-defieit)
ratio that the full effects opon the size of gross natione!
product of o dollar of gross investment and a dollar of Gov-
ernment deficit are similar. Analpsie required to menswre
the impact of different expenditures upon economy is
barond the seope of the prasent discueston. It may be pomted
out, bhowever, that even apart from the important and

e —me e e m fmee e = s e ———

Tangary 1953

ohvious influence of investment upon futura productivity,
any stronger tendency for investment to stimulate further
investment would tend to appear as an inershss in both
groes national product and private saving rather then as an
1teroass in the retio shown on the chork,

Interaction of investment and activity

A closa relationship batween investment-plus-Govern-
ment-deficit and gross national product does nok, of course,
indheate that the eausation is in ona direction. In aetual
fact i, iz quite clear that there ie considerable intersction,
in which the emount of investment and the aize of the
Government surplus or daficit ere major determinants of the
value of the groes national product, but are also themselves
graatly influenced by market pmtiﬁecta, which are related
to the size of consumption and total gross national product,

Moieover, even if it wers to be supposed, for example, that
private investment plans and Gaverniment plans to spend and
Tnige revenue (i. a., for the size of the Government surplus or
deficit) were whcriljr mdependent of the size of the gross
pational produst, astunl investment and the astun] Govern-
ment surplus or deficit would frequently be affected by
changes in the size of the gross national product in at least
four Important ways. Thess inelude (1) coplanned inven-
tory accumulation or liquidation; (2) the effect of income
changes upon tax revenues; (3) ihe effect of income and
invantory changee upon imports (and, indirectly vpon
gEports), which affectz net foraign investment; and (4) price
changes.

Broad stability of total saving relationship

This by 1o menns suigogests that the relationship is not
meaningful, however. For there is_considerabls renson to
believe that, while investment desisions and decisions with
respect to Goverament expenditures and ravenues ara atrong-
ly nfluenced and ab times dominated by the current size of
grosa netionel produet nnd the current strensth of markets
ﬁnemlly, longar tarm and other ecnsiderstions ara sneh that
they do have a substantial element of independence of the
immedinte busines: posifion.

H this is a0, jt implies that the stability of the relationship
noted between gross saving and pross national product rests
mainly upoh eaving hebits—that iz to =ay, that decizions of
persons and business firms with respect to the amount they
save rather than use for cwrrent expenditures sre primarily
dependent upon the value of pross national produet (i. e., of
the gross income, before all taxes, earned in current produc-
unn?mnr upon other determunants which move In close
pesocintion with the gross national produet, rather than upon
mdependent influences.® The nature of this relationship,
to repeat, is that persons sngd firms 23 & whole bave saved &
vather censtant proportion of gross national produet in
PrOSPOrous yoars & progressively lower percentage in

PODTEL Fears.

_ It should be clearly understood that there is nothing
inherent in the zystem of national accounts thet auto-
metically ensures this relutionship, es is illustrated by the
fact that it has not held dug’in.gwperioda when unusuai
influences were dominant.  During World War IT individuals
and firmns eharply roised their rate’ of saving——partly, at
least, under the necessity imposed by shortages of goods
?.vm];lble for purchase by consumers, nceompamed by ration-
ing and price conérols—end in 2946 and 1947, with backlog
demands strong and liquid asset holdings ll:.rgeit they cut

saving below the weual rate. In the quaréers of lote 1950

16. “T'hEs nesd be Lros, of eonves, oaly It & ook smee—that ln, olher [setock oyuld poweritlly
h of fawiLealar Hrm

ek See i ST R S
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Table 3. —ross Private Saving Components as Pemtag‘? ﬁﬂmcfntinnal Prodoet in Seveny Proypergus Yoars, ancd Analysis of Ratios
r Mujor Compontnts

Mg devitiion frem
TeyEAD LYarRE
we | wis | we | wse | wa | s | e | RO
Ea%“é To persent
A Farcoav of Grewe MHatienn] Preduci
1| Grossprivate gaving. . __________________________.. 150 (14,5 14,7 | 14.%3 | 15.1 ) 15.2 | 151 14. B 0,4 LA
2 Cirogs personal and noncorporate Saving o oax. . 78| 71| 0| 30f{ 80| 9.0 92 &1 Q3 10. 9
2 Fermentl saving. .. ..o cemes e aee. 40] 39| 29| L2| %4 £3| &5 L5 0.8 17. 0
i Clapital consumption sllowanges. . ... ____.. .o 82| &7 571 & 37| =7 5.4 @l b ]
5 Groga rorporete gavimg_ __ _____________________| 72| T4| V4| 2| &l]| 62] 60 6.7 (191 £6
i Hetsaviog. ooeve Lo oo o ae_aee | 23] 42| 40| EE| 2o 26] 2 L0 6 2002
T Capital consumption sllowanoes . oo . ____ . 44 5 2 35 3.5 35 3.6 S B 3.6 o3 7.1
E. Aralysis of Gross Saring Pateanioges fior Mojor Catnporanis

g Gitsnl?erwnal amd nongorporate snving as a percent of

GNF(llne 2, or 8 x 10} _____ .. 7.8 7.1 .9 ] 1] %.@ 9.0 9 2 a1 +5 1%. &
4 Gross disposable personal ncomme © as & pereent of ]

GNP e e SRS [ TRE!I RS VRO TZEITRI| VLS 75 6 29 )

10 Gross parsenal and trate saving fg A par-
cent of groes disposable personel ineome__ ... __| B4 o4 EG|LIDG [ 124 (125|127 1 8 1.5 13. 9

Il | Grosz corpocate eaving we a percent of GNP (line 5, or
| -3 S = | U PR I (A Tad 7.4 8.3 6.1 62 6.0 7 0.6 &6

12 Grofs corporAta Ineome aftet tax ? A & paccant of
GNP rmeciscmaneevaamarmanemae | 1R (12 [ 10,5 | 0] BRB| BBR] &S ) 1.0 JLER

1z {arooy soOrporata sAving 13 a pereent of gross gorpo.
vate income BIber CRN oo iicemiiv e PR | TR S| TR0 (M. 2| GR B 7O 3| GO D 08, 0 58 LT

L EW";';&?&“:J&“H.‘# plas mm:gmh ¢ﬂmt|:1 ;ﬁgsumurm BI0TanCes,
thon ndbpvrtens (I $he mepligilie [ w"ﬂ{ Wgo LOCHITH ook AETUREmens"} e
COPQCLE Drofte the Nty

and early 1951 the saving rate &ﬁ:ﬁl fluctuated widely as
sgend'mg jumped snd fell 1o accordance with fears of futwe
shortages and price advances—although the gquartealy
flucturations were ironed out enough to prevent the perio

from appeating very exeaptionsl en the bagie of annuzl data.

. Tha conaiderable stability evidenced by the saviny pattern
in_ordinary times 3 not, indeed, easy to explain. The
difficulty is pointed up by table 3. This table is confined to
1529 tmﬁ 184853, eovering only prosparous paacetinta years
in which the matio of gross private siving to grose national
product did mot vary a great deal. _

This sonsiderable stability did not result from 2 corre-
gponding ztahility in the components of private saving.
Instzad, as the upper portion of the table shows, there was
much grenter variation in the ratio of both gross corporate

saving and gross personal saving to gross national product
but the vomations were generally in opposite directions and
offsetting. For example, gross personal saving comprised

an apprecinbly Digher proportion of gross national produch
from 1951 {0 1952 than in the sarlier years, but the corporate
saving raiio was lower.

The last column of the table makes the peint rather
ulfav:&liljr.? If une-b est-imﬁt.ed total gross private sa.vinﬂ:: in ejﬂ.ch
ol the 7 years i} ing ite avera rcentage (14.8) to
21085 notional pgodﬁatﬁ%% eaﬂmn,tesgﬁnrgeuld d%{’gr from thae
actual figures by an nverage of less than 3 percent. But
if he followed the same procedyre for gross corpornie soving
alone he would bo off, on the average, by about 8% percent
and for gross personal saving by 10 percent.

FIMOTE—O6—3

HOTE,—DMmil oy pot odd for multipdy} vo Tokals ar Mﬁoﬂdm basanaa of peunding.
Boutre: TT. B. Depacfuent of Comgmeree, CHiee o Buyictss Eqonomie,

Moreover, the ratio of gross saving i each sactor to the
gross neome after tox in the same sector, out of which
saving is mede, is not consistently more stable than its
atic to total gross national product. In the case of cor-
porate saving, i iz brue, nﬁg}l:mtmu of the aw ratio to
corporate gross income, rather than gross nationsl product,
would sut the aversge error of estimate from 8% to 5% per-
cent, despite the fact $that 1920 appears quite differcnt from
the postwar yeats, But for gross personsl seving the bse
of an average retio to gross persengl income rather shon
Zross national product would raise the average srror from
10 Lo 14 percent,

In terms of its composition, therelors, the stability of the
overall private saving rate in progperous years gives the
a?pemnce of resulting in considersble part from 4 complox
of offsetting chunges in the ratios of gross corporate and of
gross personal income to gross national product and in the
rates of corporate and personal saving cut of gross incoms
in the two seciars.

Summary

It iz not the pur];:ssa of the presont artiele to attempt Lo
carcy the analysis beyond this stage. Resolts so far may
be surimmized ns follows.

Ohservations over a long period of years, dating back to
the last century, supoest that, aside from periods affected
by major war controls or scares, the ratio of press private
saving to pross national produst liag been rather stable in



18 SURVEY OF (URRENT BUSINESS

rous years; and there hes also been o close eyclicnl
relationship betwesn the two. ges in the rate of
national outpui have appeared to stem predeminantly from
changes in invesiment demend, so far as the private economy
is concerned, and from changes in the relation between
Guvernment receipia snd expenditures, with the private
saving rate playing a more passive yole. Experience up to
the present time confinued fo be consistent with this
relabionship.

While the foregoing is true, it lilkewise appears that in the
past gunrter century, and especially the postwar years, the
period for which statistics are most adequate ang which is
alzo the most relevant: for conzideration of future probabilities
the constoncy of the seving rote it prospersus peacetima
venrs was, I not fortiitons, the result of complax economie

Janaary 10

interrelationships which have yet to be deseribed. Under
this circumstance less confidence can be lﬁl&ﬂﬂd in ita con-
tinuance than would be the cpse if it could be simply and
convineingly axplained.

There is also a possible coro of the fact that the total
sAving rate has shown more stablity than bave the saving
rates for the corporate and persomal sectors sepqui
(whether or not net saving is distingnished from eapit
mmm]iticm ellewances). Yt suggests that it will be difacult
to establish statisti sxpressions of the relationships
between varinbles govermng ch in the separate com-
poneats of sgving, and then cymulate them to explain
aggra%)ut.e saving, in a way which will more setistactorily
descnbe changes in total privete saving than can be done
by dealing mga total private saving direcily.

111
Personal Saving

Previous discussion haa stressed thab personesl saving is
only a part, and a highly variable part, of total saving. In
this section attention is directed in more Jdetnil to parsonal
saving as such.

The
firat, In the nationsl income statisties perzonsl saving is
obteined by deducting personsl consumphion expenditures
from dispozable personsl income. Hence it picka up any
artors in the income and expenditures sstimates to the extent
they ara not compenseting. TFor this reason a fairly liberal
sllownnee for errer in the Telatively small residunl estimate
of saving would be required if there were no checls on the
estimpie. Put this is not the case.

The natienal income statistics also provide a second estl-
mats which is ] y independent of, nnd can be compared
with, the first. g is secored by dedncting 'n'ngrhy
corporations and Government from total imvestmnent, This
personal saving estimete also picks up any orrors in the
aggregates from which it is derived as a residual, but such
errors are glmost wholly distinet from those entering intoe
the first estimate,

34l a third estimate of personal saving con be obtained by
adding the value of chanﬂ%les in the assats of the noncorpornta
privatp economy and dedveting changes in its liabilities ¢o
athers. For most items, the statistical procedurs is to
determine the value of the asset or liability at the beginning
and end of the period for the economy a& a whole, deduct the
pmounits peribining o corporafions, Goverameht, and
foreignaers, and toake the change in the remainder as the rddi-
tion to the asses or lability of the noncorporate private
%1;011114 For holdings of *real” nssets and corporate securitiss
the chonre during the period is estimated directly, rather
than ns the difference botween values at the berinning: aned
ending of the period.

This saving estimate, which s propared by the Securities
snd Exchange Commission, is laigely independent of the
other two. It is detailed, and compered with the others, in
table 6 of the 1954 N amowar IncomR supplement.

robable seouracy of the Jdata may be considered

Agreement of independent estimates

The sccompanying chort shows the three estimates with
the area they span shaded. {For 1920-32 the third sstimate
is not available eo only two are shown.) With respect to the
general level of personel snving and important changes in its
smount over time, the thres largely indspendent estimates
gerve strongly to corroborate one another and lend confidence
i the aceuracy of the Sndings.

If the “true’ saving fipure is thought of a2 probably lying
within or cloze to the shaded srea, the range covered gy that
siren is not 50 broad 4 to raisa doubts nbout the majir swi
in soving; on the congrary, these stand out clearly. The
chart also makes clear, however, the inadvisability of stress-
ing small changes in the amount of saving. From 1951 to
1952, for expmple, one series increnses slightly, one decreases
glightly, and one is virtuslly unnhanﬁi Al agres, however,
that saving was about the same in the two years, and this is
all that is analytically significant.

A qualification to the independence of the thres savi
estimates ghould be noted with respeet to the deprnniatiunl:zﬁgf‘
HNOBCOTPOTALE p;lrﬂ ty. Deprociation fizures enter into the
derivation of all three astimates in much (though not guite)
the zame form. In addition, for farm and residentinl
gropert.iea the fyures are not based upon individual records

ut are instead eomputed estimates for snch properties s &
whole. The gross noncorporate saving estimates shawn in
the tpbles should prebably be viewed as semewhat more
relisble then those for net personal saving,

Tt should aleo be noted that b]:;ae&uﬂ.rtﬂ‘ly figures and the
preliminary shnual estimntes b on the quarterly date
which aE ear in the February issues of the Survey are
apprecia fj'r less reliakle thon the repular annusl series,

Components of saving

In addition te providing an independent estimate of total
gﬁrmml saving, the Securtties and Exchange Commission

ta provide an intaresli% breakdown of changes in the
aseets and liabilities of the private noncorpornte group.
These may be azsemblad in various waye. '
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In table 4 they are so organized as to deteil the summory
data shown in table 2 for saviny and investment in the
ersonal and noncorporste business sphere. Gross and net
Investment in resl aesste comnted in tha capital stock are
diswm from the in net claims on and net
transfers of equity funds to others, which is shown in gable 2
ag the exeess of saving over investment, The arrors and
omissions’’ line in table 4 (whick representa the statistical
difference between seving esiimated &s income-less-consump-
tion snd saving estimated from changes in assets and Habili-
ties) bas been placed aa it has solely to fecilitate the compari-
zon of table £ with table 2, It has no implication with
respect to the superiority of ane series over the other, or the
probable source of differences between the two.

Meaning of the detail

The simplest way to derive sn estimate of personsl sav-
ing by the assete and liabilities spproach would be to som
iz addition to direct investment within the noncorporate
aren) changes in the debt of the rest of the economy to the
private neneorporate ssetor, deduet the changes in the dabt
of the private nonecorperate gector to the rest of {he econ-
omy, snd add the net flow of squity funds from the privats
noRcorporate segment to the other sectors.” All changes in
T B I SRS o i S Sl Sl
o iy S 301 B Tl Shen R B
veshioent, TRLIeT I;Ig.n broken ook reparaiely, beewine ﬂﬁﬁm yies amd the uhan‘; o

dimiinr dats for other bypes of propordy. _
mmmnia?ﬂlrl'nndsmnm badiatlt:njgmlsmthtmﬂy Irom boan funds in the datp

1

hiumtumblk i, Iy Decanae 0ok oy ol mnd Joredgn sermritles n
w X do Bob dis Aok I bode, a0 3190 beciess of the treatment afferded 1o
s, 4o deteiisd in b Do log
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debt or Hows of equity funds hoth parties e which are
within the privats noncorporate ephere would be emitied,
since they cancel out. detal shown ior chnnﬁgs in
assats and linbilities would then he on a correspondingly
congolidated hasis. B

For the most pari, this is what hes fwtluﬂ.]l& been done.
However, in order to make the detail of the sstimates
shown in the lower helf of table 4 correspond somewhat
more closely to changes in sssets end linbilities as seen
from the viewpoint of individuals, modifications of the
procedura have been introduced in the cese of a few finan-
cial infermediaries.

Thus, mutoal life insursnces companties (including frater-
nzl life inswrance sssociationa} have been separated from
the reat of the sector. The increase in their assets (exclusive
of leans to policyholders) less the inerease in their oblizn-
tiong (other than to policyholders) has been computed and
is shown, together with similar dats for stock life insurance
companies, m line 21, to represent personnl saving in the
form of privete life ingurance. As o result, the cash and
deposits and senurity heldings of life inswrance companies
are omitied from lines 19-20 and lines 22-23 of table 4,
and any Jdebt of insurance companies is omitted from [ine 22,
Alety, it the debt of individuals and other non-
corporate entities fo life ineurance companies (other than
loans to policyholdars) do not consolidate cut but mstead
are included in line 24 and the supporting detail.

Mutusl sarings banks and saving and loan associations
#re rother similarly trested. Changes in deposits or share-
boldings in these associations are cownted, as such, as
changes in persoval assets {in Hnes 19 and 20). The asssts
and debt of these associations are omitted from lines 18

ESTIMATES OF F.ERSONAI. SAVING
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and 24 and their components, while chenges in the debt of
individuals to the associations ere included in line 24 and
itz components. '

These modifications are important in moving table 4

toward a breakdown which would represent changes in sssets
end_lisbilities ag seen from the stsndpoint of individuals
(Llwiudmg proprietors_of unineorporated businesses) bug it
should be recognized that the brealedown retams a decidedly
heterogeneous character. The “zurrency and bank de-
posits” and securities lines ip particular mclude changes in
the holdings not only of individusls and unineorporated
business firms but alae of private pension funds fother than
those handled by life insurance compenies}, health and
welfere funds, estates and private trusts, and nonprofit
organizations. The latber lend themselves to trentment
similar to that now afforded life insurance compenies, if
problems of data availability can be surmounted. Private
pension plens, whose assets are believed to be growing our-
Tently by something in the order of $2 billion a year, are
perhais the moat important among them.
_ I should alsn he recognized thet, except for the financial
intermediaries given specizl treatment, consolidation causes
to disappear from table 4 loans in which both the borrower
:nndl er fall within the private noncorporate sector. This
applies particolarly to consumer debt to noncorporats busi-
ness; individually held residential and farm mortgages; and
individuals’ loans to noncorporate firms. Data permitting,
these could, alternatively, be shown both az change: n
assets under hne 18 and as changes m debt vndar line 24, in
order ¢o0 bring the brealedovn closer to the classifieation as
viewed by incdividunls. )

Neither of these alternstives would change the estimate of
personal saving, or its broad breaizdown between invesiment
within the personnl sector, on the one hend, sand “additions
to Aunancial assets less debt,” on the other.

Changes in assets and liabilities
The first 4 columns of table 2 provide datailed data on the

composition of personal saving for the time periods given in
t.ﬂblgﬂ Z. The ];l:rincipl}l comments s eshecl»é? thesa data
were made in connection with the earler table. However,
the detailed information illeminates the fnet that the rather
small value of postwar additions to net financial assete—3$15
billicn by direct estimate or $22 bilhon by the residual
approach, as compared with over $130 biltion during the war
venrs—was the result of o continued very substantial addi-
tion to financial nesets, smouniing to §104 billion, which wos
[argely matched by an 380 billion growth in debt to corpora-
tions and financial intermedinriea. L

Most of this debt arose in the process of aequiring real
nssets, particularly houses; tha form in which personal saving
gompenents are grouped in table & of the NaiTionarn
Izcomr supplement serves to stress this faet.  In that
apureg inereases in residential mer debt ore offsct
gguinst net investment in houses, nod ncreases in farm and
nonfarm business debi are offset against net investment mn
the real assets of these enterprises, in order to obiain &

srtind mepsure of the incrense in the equity of individu
m houses and nﬂnmrPomta buginess properties arising from
current transackions,"”® By this classification, the brerkdown

17, Thiy provedure teaults In the omission of o smenll smsutit of sddilieng Lo rsatvs ol
hhnwum wlbaily i [woboded 1o pirsannd soving aa deeived by the Wmhﬁuu
mal .
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of the %102 billion personal saving total for the 1946-53

period appears as follows:
Il of Soilars
Increase in aquity i residences and unincorporated
huslness PrOTer Y . e emammmr—m——— -
Ferzonal 2AviDE 0 other FOrMm coceermmnemmcmmommma - B4
Additions to finsnciel amseta. .o ______ i
Lass: Incresse io coosumer debé to odrpora-
Liome, 8o o mm o —aa e 20
Errors and ofmissions. v e eee v i cammmmm 3
Tetal_ . o iimmmramaa————- 102

process of scquiring goods, but it cannot be similarly offset
?ﬁﬂimt the value of purchnses since consumer g other
an houses are not included in investment, or in personal
saving. . .
Since persoral saving cxcludes all iypes of capital
and loases, the increase in equity in real property shown sbove
represents simply purchases of new sssats less depreciation
and increases in debt; consequently, it does not messure the
enormous increase in the market valus af the stock of hoyses
and noncorperate business property which hos resalied from
the inflation of prices since I[85 The growth in debt, on the
other hand, has been swollen by the finsocing of resales of
existing ]Jmtgﬂtlﬁ- {incleding land) et the higher priee
levels, with e‘currwpoudh]g incrense in mortgpaga values.
& recent orticle™in the Survet peinted oub that rough
estimates indicated “that in early 1653 the aquity in mort-
homes amounted to about 55 percent of the market
valua of the residences—about the seme proportion as in
1550, slightly higher than tha similar ratio in 1940, and nesin
about equal to the proportion in the tewenbies." The
portion of owner-oceupied homes that were morl:ﬁnga ab
that time—4a5 ent—was Btated to be ‘‘no h‘f'lgwer thon
ﬂmm and probably not greatly different from thet of the
te twenties.”

The increase in conzumer debt also arese maﬁnE in the

Value of financial asset holdings

Not only the market value of real property bui also that
of individuals’ holdinge of corporata securitics has been
greatly affected by pirice cliingas. Indeed, changes in the
volue of such security holdings have resulted to s much

tor axtent from fuetuations in the seeurities markets
from the net flow of equity funds from individuala to
corporations.
ils precize data are not available, the Securities and
Exchange Commission reports that rougll estimates indicate
the ralue of such securities at the end of 1953 wae of the crder
of magnitude of 5200 billion. During 1854 the valua of
stocks listed on the New York Stock Exchange rose from
$117 ballion to $189 billion, mainly because of rizing quo-
tationg. This would suggest that last yenr realized and
unreslized capitz) gains un corpornte securities added much
more to the marlket value of individuals’ aszets during the
year than did personal saving.

18. Tie apmp dods iy aken ha eadily earmngrd Ina thied faefo, ne m soeress ohd oses of
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Table 4—Composltlon of Gross and Net Personsl Saving: Choanpes i Real snd Financinl Assote and Linbilides
1R1ITons of Folkes|
Line Tten WL | nSeadt | WgG-53 | 1000t | Lies 17 1 e s 1 msz | ogem
1| Netinvestment . __.____ . ______________ 4,9 &1 |79.8 |16 4.F| 64|12 7.3 |61 137 |1L1| 0.9
z Grogs inveatment__________________________[ 557|158 [15% 4 [228.% | 10.1 | 12,7 | 19.6{ 16. 8 | 24.7 | 325G | M3 8 24, F
8 Flantandaquipment ... acuaa____| 54 4 | 4T (1551 (224 2 (100 | 149 | 174 | 17.9 | 24. 3 | 233 | 229 | 24 &
4 Wonfarm dwellinga........... mme=a| BRZ2| BL | BT (850 ST 5T 6] TO| 1B IB2 )& | 109
3 NWew sonstruction by nooprofg insei-
[P FLA e 7L NPT IR | .3 E2 1L 8 .4 .5 B 1.1 1.3 1.4 1.3 1.4
] Wew comstruction atd producers'
durable equl t, nonfaemn un-
ineorporatad e ——————-__| 0| SO0(500]T740]| 42)] 57| 31 E8| 74| T.1| 48 B
7 Wew copstruction and eeTs’
durable equipmment, fapmsy. .. 8.7 38|30 1| &5 1 6 3.0 38 4,0 42 .7 + 8 41
a Wet purehasea of farms from eorpo-
airy Biod finkoeis] institutiones__[ —_ 5 .5 -1 .1 ) 1) .0 .0 -0 L -b LB
9 Inereaée in Invantories of naineoyporatas
BURINER. e iee e Cmerrmrae-| =T 1.1 4 3 4.6 1 [=22 21]-11 24 2.3 .B -1
10 Honfarm, e eeiccecrr e .1 Lo [ LA .4 .1 LO| — & 1.3 .9 2 .G
11 ¥Yarm ... _____________________|—.98 1 .o -8 —3F|—23] 1| —.9 .0 14 i - 7
1% Less: depreelation. . .. .e . M8 B[ SRB TREDAR 3| KD TR B4 BSTMLO(1VS{12T ) 123
13 Monform dwellings and property of non-
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Since capital gains or losses, whether or not they are
realized, add to or sublract from the current velue of an
individunl’s asset holdings, it would net be surprising if gains
tended to stimulate, and losses to reduce, <onsumar pur-
chaming. If this were the case, in periods of large capitnl
gnin: eonsumption would tend to be high and personal
saving low relative to disposable income {which is measured
axelusive of capital mains and losses}), while in pericds of
laree enpite] logses tﬁ: oppocite would be true. However,
ne such systematic tendency is discernible in the data for

V. Natrelhy, fedicdusiy’ Somfupr Velusoe eagd Ooporfioe, Eslimaies for Voorperate and
qlhir seourtlet't pro goiie unsatidfectory fov that mecisl,

Houree: 0. B, Deparkmanl of Commerse, Ofico of Bushiwsd Econotics,

past years. Il such & tendeney existz at all, its affact is
small in somparison either with the total value of capital
going or losses, or with pereonal consumption and saving.

Estimates of liguid asset holdings other than corporage
securities and of individuals' debt, as dehned in the Bacueri-
ties and Exehanpe Commistion’s estimates, are shown for
selected daies in table 5. While revaluntions of assets
resulting from defaults or other ceuses affect these data too,
their influence has boon small, especially since 1941, and the
differences beiwocn velues at different dates correspond
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closely to the value of net acquisitions of asgeis or net
in;:;iurenc.e of debt for corresponding items as showa in
table 4.

At the end of 1953 these liquid sssets were valued at 3328
billign, i nssets of Government insurance funds (which
mrressand roughly to soeisl insuranee funds s previously
defined, except for the omission of unal‘_glploﬁ.ent comm-
pensation funds) are omitted in order to bring the data into
aceord with the definition of the personal seebor used in the
notional income statistics. This compares with $118 billion
at the end of 1041 and $264 billion at the end of 1945,
Toclusion of Government insurance, as ie the Securities and
Exchzu:llﬁf Commission data, would bring the 1958 toial to
%380 billion, in addition to corporate securities. Mortgage
orations and financial inter-
ion by ths end of 1853 from a
orld War IT.

and consvmer debt fo oo
mediaries had reached $80 L
figure of 317 billion at the end of

Saving and purchasing power

We shall try now t0 snswer the question frequently put to
ve by business: Can I tap personal saving to increase my
sales; is this saving readily available purchasing power?

The summary answer {0 the first part 13 2 qualified *yes”
and to the second part “ng.'” but this answar j= not very
mrformative and certainly should not be viewed as discouraging

Tahle b.—~Ligquid Asseta Hold by Indinddueals, Year End
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to the seller. Again it iz nocessary to bocome somewhait tech-
nical, but we hope we can elearly ahow the interrelationships
existing smong consumer ]E"uirahmi.ng power, personal seving,
and consumer spenditig, thermore, we want to stress that
the considerable regularity of the saving does hove sales nad
analytical sipmficance.

An individuel's maximun ability to spend for consumer
goods and services in any time period is limited alticantely
only by the sum of

i) iz income during the period, .

(b} the value of his cash assets and other assefs which can

be converted into eash, and

f) his pbilil'-%sto borcow or to buy on credit.

For individunls as a whels, the sum of this maxzimuza “pur-
chasing power” far exeseds a your's income, and this would
be true even if the possibility of borrowing were to be ex-
cluded. Mence it would be hypothetically possible for per-
sonal consuinption expenditures to besr a very irreguiar re-
lationship to consumer income, and, indeed much 1o excesd
incomsa in any given time pericd.

Joangary 1065

Since tote]l potential consumer purchasing power is much
larger than incomse, the question as to how much of the large
volume of persunal’ saving in reeent years—some $20 hillion
in 1953—really represents buying power which could be spent
if conaumers se desired, hes rather limited meaning.

Tha quesiion amily hag referance to the role of either
so-colled #eommitted™ saving or else of noncorporats invest-
ment.

“Committed” saving

_ Although thers is no agreed definition of committed sav-
ing, it refers in 8 general wey to saving which the saver either
“musat,"” or at least has an overriding incentive to, make regu-
larly. Tsually mentioned are insurance, pension funds, and
debt repayment.

Aside from the fact that such commitments #re not neces-
sarily entirely firm, it should be revognized thai insurance
premivms of debt repayments may be mel not only from
current inecome but alzo by conversion of other assets or in-
currence of other debt,. More imporiently, they may often
or usnally substitute for other forms of asset acoummlation
which would gtherwise be made. . )

In comsidering the mportence of “conrmitted” saving, and
debt repayments in partinolar, in the saving total, it must be
further remembered that personal saving is the sum of
positive seving by some consumers and negniive saving b

‘others, who are liguidating assets or mevrring debt, In s

pestwar yeurs more debt has been contracted than repaid.
Actually, saving in insvrance snd pension roeserves plus
repaymenta, which are conttocival o chacacter, oo
the principnl of consumer Instalment credit ond residentiai
mortgsge debt alone amsunted to about double the total
amaount of pers saviog even i o year of such large saving
as 1953. e mogoitude of such ‘‘conumiited” saving is no
indieation of the amount of incoma which coneumers are
unszble or unwilling to spend for consumption. Although
it appears ressonshle to suppose that such pericdic pay-
ments—and other systematic forme of asset accumulation,
such es tha purchase of Government bonds througagtrmymll
dedueiions—msay have some tendency to exp total
agving, the amount cannot be measured and 13 certainly
madest in relation to the size of “committed' saving,

Personal saving and investment

The desire to buy & house, purchesze a farm or noncorporate
buginess, acquire additional fixed assets for, or add to the
inventory of, an existing businesa, or to pay off the debt on
a house or business property, comprises one motive, among
many, for personal saving, aad to this extent may influence
the ate amount of personal saving. :

Apetual investment in real agsets, however, s quite diatinet
from saving and ie unrelated to the saving process, which
consists of spending less income. For example, the

r¢hace of a house for $10,000, with o $2,000 downpayment
awn upoen a checking account and the ineurresnce of an
£3,000 mortzaga, has no offeet at oll upon the saving total
which we report for the period. In iable 4, it would resull
10 an addition of $10,000 to one asset lineg, dwellings, canceled
by o $2,000 reduction in another, earvency and hank deposits,
and an 38,000 increase in the mortgage debt line. Purchases
of aoncorporate business property are simiarly withous
effect upon our personal saving total.  As indicated above,
howg;ler, thiz iz oot to ﬂﬂﬂ that the neceasity of m&cbiﬂg
eriodic mol a puymehis may not eneourage savin
Ehe homes pumiu the future. i

In view of the forsgoing we should not expest to find move

corragpondence, af leagt 11 the short run, hetween changes
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in investment in the noncorporate sector and pereonal snving
then results from the general tendency for most ecenomie
magnitudes to expand and contrack topether,

zamination ol the data for the individunl postwar yeors
provided in table 4 indicates that, in actual fact, the corre-
spondence batween changes in aa and in investimant by
individualz hee been, if anything, even less than this general
consideration might suggest. only three of tha postwar
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Percentage of Income
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yeors (1048, 1949, 1950) did net investment and personsl
SATINg even move i the stme direction,  From 1950 to 1953
net jnvestment drapped by $5 billion while personal seving
1crensed by $8 bilhox,

Thue peither ¢ priori considerations nor the data for past
yenra suggest thet in periods when investment in houses and
noncorperate business property B large, the rate of sgeregate
%pandjlifmm income on consumer goods and services is lpw,

n the short run, at least, investment in veal nzsets and con-
sumption do not appent a2 competitors for the consumer
ineome dollar.™

It may he noted, in explanation of the date in tabia 4, that
although personal eaving usttally exceeds investment in the
noncorporate arep, and thus provides funds to finance an
excess of investment elsewhere in the economy, this wes not
the case in 1047, 1048, 1950, and perhaps 1948, In thase
gﬂars the personnl sector instend drew upon others to help

¢e Investrnent. This swas possible becouse in 1947,
1848, and 1950 larpe Government surpluses on ineome and
product account offset an excess of investmant over saving in
the private economy. In 1049, Governments wers in e
deficit position but @ sharp drop in corporate investmens
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while coggﬂmte saving wns little changed created a temporary
surplas of corporate saving over investment.

Changes in personal saving and its components

The discussions of “committed’’ saving and of nencorporate
investment t that changes in most of the components
of saving demﬁed in table ¢ nre likely to be dominated by
swiiches in the forms of assei holdings, or by the contraciion
or repaymenft of debt with a simultansous addition to or
reduction in asset holdings. Exnmination of the detniled
data indicates that none of them bears o stable relation to
tobal nsl seving. Thase considerations suggest that
littls insight into the behavior of total personal saving is to be
obtained by considering thesa saving outlsts separately, and
attempting to reconstruct the course of the t.l:ma}J from that of
ite parts.

his is, after all, to be octed. There are many
mobves for eaving, and a single individual usoally has several
more or less clearly in mind. Building up & net worth
position will erdinarily serve to help meet all or most of these
objecsives, almost irrespectiva of the form it may take, for
the form can nearly always be altered without prohibitive
diffieulty or loss by purchase, szsla, or conversion of, or
horrowing againat, assets. Such cjlanges may ba made
not oply to meet changing necds but alse to take cognizance
of changes in the relative advantages of different holdings
with respect to such aspects as income, safety, and prospects
for capital appreciation. FEence, it i not sunf)risin that
fotal personal saving is steadier than the flow of funds into
and out of parfieular savings outlets.

Spending and income

Tha foregoing considerations sugpest that riore infteresting
and meaningful than the question of how much consumers
can spend, sod what the buanessman really wanis to inow,
s at datermines the ameunt consumers do 1o {act spand ?

In practice, consumer expenditures—war periods nside—
have moved in crude correspondence to (and except in the
ino2t gxtrems depression years bogn below) the disposable
mcome of consmers. TFhis has bean so notwithetanding
sharp changes in the amounts of debt repayment and other
“committed” saving, in the amount of personal and non-
corporate investment, in capital gains and losses, and in
other varisbles which may be thought to sffect the division
of ingome hetween consumption and saving. It is entirely
clear that by far the main factor governing the amount of
consymer spending has been the size of disposable personal
income.

This, and io particular the very close association of con-
sumption with disposable personal income during the thirties,
has encouraged efforts to derive formulas which would fully
oxplain the walnes of tﬁarspnnl consumption and personal
saving by refarence to the size of disposabls personal ineoms
{measured in either cwirent or constani dollars, snd on
either am apstogate or per capita basis), to its amount as
compared with past periods, and to other factors, such as
the size of liquid asset holdings, which may influence spend-

and aavm%.j]l

owever, while exeept during tha war period the move-
ments of consurnption and iwcome have heen in rOUﬁh
correspondence, during the postwar period the correspond-
ence hetween the movements of persohal income and of the
much smaller and more sensitive persgnal saving series has
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not been close. Thespite much ingenious and Huminating
research a formula, embodying and giving the proper weight
te the Ennmpal determinamis of persomal saving, which can
be applied with confidence in the postwar pemai saéms Dot
to have been sstablished

In particulsr, the resson for tha much hi ersonal
saving rabe in the 1951-5¢ period than in 1948-50 is uncer-
tain—as is the reason that it has combined with other changes

in such 8 W&{r

to hold the ratio of tota} private savin? to
gross nationa lzer.

as
produgt nearly constant, as pointed out ear

Need for information by saver groups

I, ns suggested, sn individual’s totel saving is Likely to
be more regular than chenges in his heldings of individual
Zpes of assetz or of Lpbalitles, further insight into the

terminante of saving and the saving proeese would prob-
ably be afforded by a classification of jotal personal seving
by significant groups among the population. Unfortunately,
data presenttly available provide no basis for the preparation
of such atatistics.

Fossibly the most useful eingle classification would divide
consumer units emong these primerily depandent for income
u?nn farming, neafarm entrepreneurial inconte, other forms
of properfy ineome, and wages snd salaries, respectively,

SURVEY OF CURRENT BUSINESS
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tﬂﬁfﬂl&r with 4 cross-classification by size of family meome—
althcugh many other characteristics of the population may
alsp he related to szving patterns. .
Oceasionsl surveys of family spending and saving have
rovided a mnsigmble body of knowledge concerning
ifferentinis in the rate of saving among differant groups in
the population in individual years. However, for such =
breakdawn to add appreciably to understanding of changes
in tatsl personal saving over time, it will be nec 1o
secure statistics, for groups within the population, which
are of considershle accuracy, consistent with the nationsl
income statistics, and extend over a period of years. -
_ Om the basis of what is now known it i= difficult to appraies
in & definitive way the pessibility that the rate of personal
saving i recent years has been unusually high and hence
likely to be reduced, as han been suggested on the basiz of
prewar relationships, or the prospects for stimulating total
consumption &t the expense of peraonal saviag.

But whether saving is somewhat high or " accordancs
with expectations,” gither answer would in no way provide
a deterrent to stimulating seles through the offering of new
and better products, greater values, and intensive sales
efforts. The main condition for a strong consumer markes,
in addition to effective merchandising, 1s » high and rising
rata of disposable personal income.

NEW OR REVISED STATISTICAL SERIES
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